attempt by Maryland to tax a federal bank within its borders was declared to be unconstitutional.
Thereafter, there were continual arguments concerning the powers to be granted to federal and state banks that included the famous attempted negation of the Second Bank of the United States by President Andrew Jackson (1829-1837) who believed that the octopus-like expansion of the federal bank was destructive to the country. His actions led to the Panic of 1836. Thereafter, in the midst of the Civil War (1861-1865), Congress passed the National Banking Act that provided for a supervised system of "National Banks." 3 It set forth standards for the banks, established minimum amounts of capital to be held by the banks, and in what manner the banks were to make and administer loans. It also imposed a 10 percent tax on state banknotes, which de facto removed them from circulation.
The Federal Reserve System
The national system, as we know it today, began with the passage of the Federal Reserve Act in 1913. 4 All national banks are required to be members of the Federal Reserve System. They must maintain minimum levels of reserves with one of the 12 Federal Reserve banks and must deposit a percentage of their customers' savings account and checking account deposits in a Federal Reserve Bank. State banks may remain as state banks or become members of the Federal Reserve System with the appropriate benefits including federal protection of customers' deposits. The "Fed" conducts America's monetary policy; supervises and regulates banks and protects consumers' credit rights; maintains the stability of America's financial system; provides financial services to the US Government, the public, financial institutions, and foreign financial institutions; and makes loans to commercial banks. It is authorized to issue Federal Reserve notes that make up America's entire supply of paper money. The Board of Governors sets minimum reserve limits for all member banks, sets the discount rate, and reviews their budgets.
The Glass-Steagall Act of 1933
It appears, historically, that there have been Bank Panics approximately every 20 years-1819, 1836, 1857, 1873, 1893, 1907, 1929, 1987, and lastly, that of 2008 . Note, however, that there was a long spell between the Panic of 1929 to that of 1987. The current crisis in banking raised the question of the cause(s) of the crisis, which leads to the discussion of the major legislative efforts from the 1930s to the present time. Due to the heavy investments in securities by bank affiliates in the 1920s, the 1929 stock market crash instigated Congress to investigate bank involvement in the crisis. Among the findings post-1929 were serious conflicts of interest between the banks and their affiliates, speculative investments by the banks, and other high-risk ventures. As a result, Congress passed the Banking Act of 1933, 5 better known as the "Glass-Steagall Act." The essence of the act was to limit severely the ability of commercial banks to engage in the business of stock and securities. Thus, the act brought about a division of banks into commercial banks and investment banks. The principal sections of the act are § §16, 20, and 21.
